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SUBJECT

Proposed Ordinance 2017-0377 would authorize the sale of surplus property located at 1215 E. Fir Street in the City of Seattle to the Seattle Housing Authority. 

Proposed Ordinance 2017-0427 would approve a new lease with LBA Realty Advisors to relocate the King County Records Center to the facility located at 7272 West Marginal Way South, Seattle.     

Proposed Ordinance 2017-0426 would provide appropriation authority for tenant improvements and relocation expenses for the proposed new Records Center warehouse, as well as capital improvements to the Archives building located at 1215 East Fir Street, Seattle.

SUMMARY

Proposed Ordinance 2017-0377 would approve the sale of 48,300 square feet of County owned property, in the 12th Avenue Urban Center Village of the City of Seattle to the Seattle Housing Authority (SHA). The SHA plans to redevelop the site and construct multifamily affordable housing. The property, located at 1215 E. Fir Street, currently contains warehouse facilities occupied by the King County Recorder’s Office (Records) and King County Archives (Archives) for the purpose of storing records from County agencies. The portion of the site that contains the separate Archives’ facility is not included in the sale and would be retained by the County. 

Proposed Ordinance 2017-0427 would authorize the Executive to execute a new lease intended to support Records operations and allow for the consolidation of additional County agency warehouse space. The proposed lease would span ten years and two months, with two five-year options to extend. The lease provides approximately 85,000 square feet of warehouse and office space at 7272 West Marginal Way South in Seattle at an annual average cost of approximately $1.4 million over the term of the lease.  

Proposed Ordinance 2017-0426 would provide approximately $3.8 million in appropriation authority for tenant improvements for the proposed new Records Center warehouse at 7272 West Marginal Way South, Seattle and capital improvements at the Archives building located at 1215 E. Fir Street, Seattle. The Executive has proposed using a portion of the surplus sale proceeds of the existing Records Center warehouse to fund these improvements.

BACKGROUND 

The King County Records Center and Archive buildings have been located on county owned property at 1215 Fir Street in the City of Seattle, since 1952. The Records and Archive buildings are the County’s third oldest facilities, and are in need of updates, repairs, or replacements of many of its systems, to the point that the buildings are no longer adequate for their current use[footnoteRef:1]. According to the Executive, the Records building alone is in need of approximately $3 million dollars in major maintenance projects[footnoteRef:2]  [1:  2016 Real Property Asset Management Plan (Ordinance 18428)]  [2:  See Attachment 12] 


In July, 2017, the Executive proposed selling the Records center portion of the property to the Seattle Housing Authority (SHA) for redevelopment[footnoteRef:3]. According to Executive staff, the Yesler neighborhood, where the sale property is located, has been targeted for transformation into a community of opportunity. In the last several years, a Seattle University-led educational partnership has expanded educational opportunities in the neighborhood and the SHA has invested in the restoration and redevelopment of a number of properties to increase affordable housing in the area. With the purchase of the sale property, SHA intends to continue this work; demolishing the existing Records facility and constructing approximately 125 housing units at or below 60 percent of Area Median Income with a focus on family units with 2 to 4 bedrooms.  [3:  PO 2017-0377] 


As transmitted, the proceeds from the sale property would fund capital improvements to the Archives building, as well as, the relocation, tenant improvements, and base rent and operating costs associated with the new Records Center.  

ANALYSIS OF PROPOSED ORDINANCE 2017-0377 (SURPLUS PROPERTY SALE)

All surplus property sales must abide by the requirements outlined in King County Code Section 4.56. The table below provides the requirements, the reference to King County Code, and the outcome or status of each requirement. 

	Surplus Property Sale Requirements


	No.
	Requirement
	KCC Reference
	Outcome/Status

	1
	FMD appraisal of parcel
	n/a
	The property was appraised on August 24, 2016 by McKee Appraisal, an independent commercial appraisal company, and was assigned a value of between $6,800,000 and $7,500,000. 

	2
	Records surplus declaration
	4.56.070   
	Records declared the parcel a surplus to its needs on July, 19 2017

	3
	FMD offer of parcel to other County agencies
	4.56.070  
	FMD offered the property to other County agencies on July 19, 2017 and received no interest. 

	4
	Determine if property is suitable for affordable housing
	4.56.070.C.1
	Real Estate Services determined that the property was suitable for affordable housing on July, 24th 2017 and the Department of Community and Health Services confirmed in writing on July, 28th 2017 that it had worked with FMD to craft a covenant to accompany the proposed PSA to the Seattle Housing Authority for the purpose of developing affordable housing on the property. 

	5
	Final surplus declaration
	4.56.070  
	On August 3, 2017, FMD made the determination that the parcel will be surplus to County needs once the Records function has been relocated. 

	6
	Public notice of sale
	4.56.090
	The sale was not marketed and was a directly negotiated sale per K.C.C. 4.56.100.A. (1).

	7
	Bid process
	4.56.100
	The sale was not marketed and was a directly negotiated sale per K.C.C. 4.56.100.A. (1).

	8
	Purchase and Sale Agreement
	n/a
	The Purchase and Sale Agreement (PSA) was executed on July 19, 2017.

	9
	Council Approval
	4.56.080
	If the value of surplus property exceeds $10,000, Council approval of the sale is required. Therefore, under the terms of the PSA, the sale is contingent on approval by ordinance by the Council by February 20, 2018 which includes an additional 60 day extension.

	10
	Disposition of Sale Proceeds
	4.56.130
	If approved by the Council, the sale proceeds would be disbursed first to DES/FMD Real Estate Services (RES) for work associated with the sale of the surplus property, while remaining funds would go toward capital improvements at the remaining Archives facility and to pay for expenses associated with the new Records facility proposed in 2017-0427 (more detail in Table 3). 



The agreed upon purchase price of $7,100,000 is based on the highest and best use allowed by zoning. This is reduced from an original purchase price of $7,500,000 as a result of a City of Seattle requirement that a portion of the property be conveyed to the City.  According to the Executive, when the property was surveyed the parties learned that the existing Records facility encroached into the 13th Avenue right-of-way. As a result, the City of Seattle will require that the easterly most nine feet of the parcel be conveyed to the City which will then be dedicated for the widening of 13th Avenue. This dedication reduces the size of the sale area by 2,698 square feet. Accordingly, the sale area’s original purchase price of $7,500,000 was reduced by an agreed $400,000 resulting in the $7,100,000 sale price.
Under the proposed PSA, the sale would close 456 days after the satisfaction or waiver of the Buyer’s Due Diligence Contingency. The SHA waived this contingency on August 24, 2017, placing the estimated closing date on November 22, 2018.  
Fiscal Analysis

Table 3 shows the intended disposition of property sale proceeds.

	Table 3
Disposition of Property Sale Proceeds

	           RES 
(Processing and Transaction) 
	DES FMD 
(Archives Tenant Improvements)
	DES FMD 
(Records Tenant Improvements)
	Records O&M (Rent Costs at new Facility)
	   Total

	
$152,000
	
$1,600,000
	
$2,200,000
	
$3,100,000
	
$7,100,000



Policy Analysis

County policy states a preference for ownership of facilities needed for County operations due to the greater stability and lower total costs of ownership over that of leasing. The current Records facility is still needed for County operations, but would become surplus to County needs if the Council approves the proposed lease agreement under Proposed Ordinance 2017-0427. The Executive, while acknowledging that the proposed property sale is counter to County policy, has stated the current Archives facility is at capacity, the Records facility is nearing capacity and both are in need of upgrades to maintain future operations. According to the Executive, the revenue from the property sale would pay for needed improvements to the Archive facility and for the relocation of the Records function to a leased site that provides space sufficient to accommodate long term space requirements. 

Legal Analysis

In reviewing the PSA, legal counsel identified a discrepancy between the legal description of the property intended to be sold and the tax parcel number recorded by the Assessor’s office. After notifying the Executive and the Prosecuting Attorney’s Office (PAO), it was determined that the sale property must be assigned a tax parcel number for the sale to proceed as intended. As of November 6th, 2017 the Assessor completed this process and the sale property was assigned the tax parcel number 8061000045. 





Response to Councilmember Questions at the November 8th, 2017 Committee 

Question #1: What are the factors driving the timeline for this property sale and Records relocation?

Council Staff Response: According to Executive and SHA staff, the property sale timeline is chiefly motivated by three factors: SHA’s need to meet grant obligations, the time required to relocate Records to a new facility and the difficulty acquiring adequate commercial warehouse space in the current market. 

The SHA received a U.S. Department of Housing and Urban Development (HUD) Choice Neighborhood Initiative grant award in 2010 and 2012, totaling $30 million, which requires them to deliver affordable housing units, or have them under construction, by the end of 2019. The units must be in the geographic boundary of the Yesler neighborhood and SHA staff have reported that there are no current back-up plans to meeting their grant obligation should the proposed property sale fail to move forward. SHA staff further reports that failing to meet this commitment would likely impact their “high performer” status with HUD. This status is a determining factor in SHA’s ability to secure future HUD funding and fundamental to SHA’s operations.[footnoteRef:4]      [4:  Seattle Housing Authority response to Council Staff inquiry on November 16th 2017. ] 


The second factor is the considerable time that would be required to relocate Records, including constructing the tenant improvements at a new facility and the physical movement of Records material to a new location. According to the Executive, the tenant improvements at the proposed leased facility are estimated to be completed by May 3, 2018 and the complete vacation from the current Records Center facility is estimated to be complete by September 14, 2018.[footnoteRef:5]  [5:  See Attachment 11 Records Relocation Schedule 10.30.17] 


The final driver of the property sale timetable is that, according to Executive staff, the landlord will rescind the lease offer in Proposed Ordinance 2017-0427 if not acted upon by the end of November 2017. According to Executive staff, given the time necessary to identify a suitable facility, receive Council approval and relocate Records, it is unlikely the County would be able to deliver the surplus property in a timeframe that would meet SHA’s current needs should the Council choose not to move forward at this time. 

ANALYSIS OF PROPOSED ORDINANCE 2017-0427 (LEASE AGREEMENT)

The proposed ordinance has been transmitted to Council pursuant to King County Code 4A.100.070, which requires Council approval of lease extensions beyond a cumulative total of five years. 








Proposed Agreement Terms
	Table 1: Summary of Proposed LBA Realty Advisors Lease Agreement

	Square Footage
	85,145 rentable square feet

	Base Rent Costs
	$12.16 per rentable square foot in year one (assumed 2018) with an annual escalation of three percent thereafter. The County will incur no rent costs in the first two months from the commencement date. (More detail in Table 2.)

	Operating Costs
	In addition to the base rent, the County will pay an annual rate of $2.28 per square foot in building operating costs with an estimated annual escalation of three percent thereafter.

	Term
	Ten years and two months for the initial term plus two five-year options to extend.



The proposed lease would commence on either May 1st, 2018 or when the Tenant Improvements are substantially complete as defined in Exhibit C (Work Letter), whichever is the earlier.  Note that although FMD currently estimates the Tenant Improvement costs at $2.2 million, the lease does not include a scope of work or estimated construction cost.

Base Rent Costs
The County would incur base rent charges, increasing at three percent annually, as reflected in Table 2 below. 
	Table 2: Base Rent

	
	Monthly Base Rent
	Annual Base Rent
	Annual Base Rent/Sq. Ft. 

	Months     1-12
	$86,250
	$862,500*
	$12.16

	Months    13-24
	$88,838
	$1,066,050
	$12.52

	Months    25-36
	$91,503
	$1,098,032
	$12.90

	Months    37-48
	$94,248
	$1,130,972
	$13.28

	Months    49-60
	$97,075
	$1,164,902
	$13.68

	Months    61-72
	$99,987
	$1,199,849
	$14.09

	Months    73-84
	$102,987
	$1,235,844
	$14.52

	Months    85-96
	$106,077
	$1,272,919
	$14.95

	Months  97-108
	$109,259
	$1,311,107
	$15.40

	Months 109-120
	$112,537
	$1,350,440
	$15.86

	Months 121-122
	$115,913
	$231,826**
	$16.34


  *Annual base rent total in the first twelve months includes two months of $0.00 rent charged to the County.
   **Base rent for two months (Months 121 and 122) 

Operating Costs
In addition to the base rent, the County would pay monthly operating costs of approximately 85 percent of all costs and expenses of operation, maintenance and repair of the property, the building common areas and the site. Under the terms of the lease, the County’s share of operating expenses would be calculated on an annual basis and divided into twelve equal payments. Initial costs to the County are estimated to be $16,178 a month and an annual total of $194,131 after commencement of the lease. Operating expenses would be subject to change in accordance with the terms of lease agreement, but an assumed three percent annual increase has been factored into staff’s fiscal analysis.[footnoteRef:6]  [6:  Full detail of costs included in Operating Expenses can be found in Section 1.18 of lease agreement] 


Fiscal Analysis

Table 3 provides a breakdown of the base rent and operating costs associated with the proposed lease through the initial ten year term. 

	Table 3: Proposed Lease Costs

	Year
	Annual Base Rent/ Sq. Ft.*
	Operating/Sq. Ft.**
	Total Annual Cost /Sq. Ft.
	Total Annual Cost

	1
	$12.16
	$2.28
	$14.44
	$1,266,106

	2
	$12.52
	$2.35
	$14.87
	$1,302,582

	3
	$12.90
	$2.42
	$15.32
	$1,340,561

	4
	$13.28
	$2.49
	$15.77
	$1,379,680

	5
	$13.68
	$2.57
	$16.25
	$1,419,972

	6
	$14.09
	$2.64
	$16.73
	$1,461,473

	7
	$14.51
	$2.72
	$17.23
	$1,504,219

	8
	$14.95
	$2.80
	$17.75
	$1,548,247

	9
	$15.40
	$2.89
	$18.29
	$1,593,596

	10
	$15.86
	$2.97
	$18.83
	$1,640,305

	Total Cumulative Cost
	$14,456,740


* Includes a 3% annual increase per the terms of the lease agreement. 
**Includes an estimated 3% annual increase.

The proposed leased facility includes a total of 85,145 square feet of warehouse and office space. The Records function requires approximately 44,000 square feet and the Executive has proposed using the remaining space to consolidate the warehouse needs of other County agencies that have commercial warehouse leases expiring in the coming one to two years. The Executive has identified the Facilities Maintenance Division, Public Health, Elections and the Department of Public Defense as the likely candidates to move into the new facility. The Executive anticipates the consolidation to occur in 2019, but until then Records would cover all facility costs.

Table 4 provides a cost comparison of the current County warehouse tenancy at various commercial warehouse facilities and the Executive’s proposed warehouse tenancy consolidation at the leased facility. 


	Table 4: Executive's Warehouse Consolidation Proposal

	County Warehouse Status Quo Tenancy (Estimated 2018)

	 
	Records & Archives
	Public Health & Elections
	FMD Building Services
	Dept. of Public Defense

	Square Footage
	47,000
	13,200
	11,500
	Under Review

	Base Rent/Sq. Ft. 
	$0.00
	$13.68
	$19.85
	

	O&M/Sq. Ft.
	$6.20*
	
	
	

	Annual Cost
	$291,400
	$180,576
	$228,275
	

	Proposed Warehouse Tenancy (Initial Year Estimates)

	Square Footage
	44,458
	11,229
	17,229
	12,229

	Base Rent/Sq. Ft. 
	$12.16
	$12.16
	$12.16
	$12.16

	O&M/Sq. Ft. 
	$2.61
	$2.61
	$2.61
	$2.61

	Annual Cost
	$641,974
	$162,147
	$248,787
	$176,587

	Net Change

	Square Footage
	(2,542)
	(1,971)
	5,729
	Under Review

	Base Rent/Sq. Ft. 
	$13.94
	$0.76
	$(5.41)
	

	O&M/Sq. Ft. 
	$(3.92)
	
	
	

	Annual Cost Diff.
	$350,574
	$(18,429)
	$20,512
	


 *This figure represents the FMD O&M Streamline Rate costs, which is not intended to reflect actual building costs, but rather the average cost across all facilities in the FMD industrial/storage building group; according to information provided by Executive staff, the $6.20 rate may overstate the actual O&M cost for the Records Warehouse; however, the figure also does not include an estimated $3.14/Sq. Ft. in deferred maintenance costs necessary to maintain long-term operations.  

As previously mentioned, the Executive is proposing to use approximately $3.4 million from the Records property sale proceeds to mitigate the increased costs to Records associated with the relocation to the new facility. 

Alternative Review

According to the Executive, FMD conducted a comprehensive market search for properties that would meet Records operational needs. The search was narrowed to warehouse properties along the I-5 corridor to facilitate the Records Center’s daily retrieval and refile pickups and deliveries. Narrowing the search in such a manner produced a list of eight properties in the Kent valley and the proposed warehouse at 7272 West Marginal Way South. The properties in the Kent Valley were ruled out due to the risk of flooding at the properties, as well as, the operational inefficiencies and additional cost to Records resulting from the increased distance between the Records Center and its primary clients. 

In response to a Councilmember question regarding the use of private vendors for Records storage, Executive staff has responded that the Records Center has 3.5 FTE who are represented by Teamsters Local 117 Profession and Technical and Administrative Support Employees. As such, contracting the work of these employees out to a private vendor would run afoul of County labor policy.[footnoteRef:7]  [7:  Executive staff response to Council inquiry on November 14th, 2017. ] 


ANALYSIS OF PROPOSED ORDINANCE 2017-0426 (SUPPLEMETNAL APPROPRIATION)

Proposed Ordinance 2017-0426 would appropriate $1,556,137 to Project 1132641 (DES FMD Archives Building Tenant Improvements) and $2,223,088 to Project 1132642 (DES FMD Records Relocation) for a total of $3,779,225 in the Building Repair/Replacement Fund CIP to support tenant improvements and related costs for the Archives building and the Records Center relocation. 
A summary of the Building Repair/Replacement Fund CIP adopted budget for 2017-2018 and supplemental appropriations to date is shown below. 
Building Repair/Replacement Fund CIP  	$3,779,225
2017/2018 Adopted Budget: $14,130,596
Supplemental Appropriations: $33,534,203
Cumulative Total Appropriation to Date: $46,769,799[footnoteRef:8] [8:  Supplemental Appropriations and Cumulative Total Appropriation reflect the appropriations included in 2017-0395 (2017 2nd Omnibus) which was adopted by the Council on November 6th, 2017. ] 


Executive staff reports that the majority of work associated with the tenant improvements for the new Records Center location include office space configurations, efficient high volume shelving, security electronics equipment, network and telecom, and moving costs. For the Archives building, the improvements include expanding customer service space, a doubling of the space with HVAC climate control systems and the installation of high efficiency lighting.

Time Sensitivity

The Landlord has the option of terminating the lease offer (Proposed Ordinance 2017-0427) if the Council has not approved the lease agreement by the end of November 2017. The Executive has stated that the Landlord has a competing offer and if the lease is not approved, the Landlord would be likely to exercise this option. 

Legal Analysis

Legal counsel has reviewed the proposed lease and has found no other issues. 
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